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1. Introduction

With a population of 1.4 billion, India is the world's most populous country. It is also now the world's fastest
growing economy and is currently the 5th largest economy measured at current exchange rates, poised to
overtake Japan and Germany in coming years (Figure 1).2 Yet its share in the world economy is nowhere
near its 20 percent share of the world's population. Even though India has surpassed China in population, its
share of global GDP is only 3 percent, compared to 17 percent for China, and India's share in global
merchandise trade is even less (Figure 2). India's government aims to reach high-income status by 2047, the
100th anniversary of its independence.®

Figure 1. World's Largest Economies by Size in 2025
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Figure 2. World Shares in 2024
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India's economic trajectory has differed markedly from that of earlier high-growth Asian economies. While
China, Japan, and Korea grew rapidly by pursuing a manufacturing export-led growth strategy, India's growth
has been driven disproportionately by services. As a result, India's integration into global manufacturing
supply chains has been limited, even as the country has become a major exporter of information technology,
business services, and other professional services.

In this note, | review the factors that could promote a larger role for India in the global economy and highlight
challenges the country faces in realizing that potential. | first discuss India's growth experience and the policy
choices that have shaped India's development path and document the country's relatively limited integration
into global manufacturing alongside its rapid expansion in tradable services. | then tackle two key questions
about India's economic outlook that these patterns raise: First, can India become more competitive in global
manufacturing and follow, at least in part, the export-led development model that powered growth in other
Asian economies? Second, in an era of rapid technological change—particularly the rise of generative
artificial intelligence (Al)—can export-oriented services continue to serve as a major engine of India's
economic growth?

2. India's Growth Experience

Catch-up growth and favorable demographics

India has become, by some distance, the world's fastest growing major economy. As shown by the green
bars in Figure 3, excluding the pandemic period, real GDP growth has averaged roughly 6-1/2 to 7-1/2
percent since the early 1990s, well above most other emerging market economies.* By contrast, China's
growth has slowed markedly over the past 15 years to now be well below India's.

Figure 3. Real GDP Growth, 1991 to 2025
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It is likely that India will continue to grow relatively rapidly. India's relatively low income level suggests
considerable scope for catch-up growth, reflecting the idea of economic convergence whereby less-
developed countries grow faster. GDP per capita in India is approximately $2,800, about one-fifth of China's
level and roughly 4 percent of U.S. per-capita income (Figure 4). Moreover, India faces relatively favorable
demographics. According to United Nations projections, India's working-age population is expected to rise
for several more decades, whereas China's is projected to decline rapidly (Figure 5). In 50 years, India's
working-age population is projected to be more than twice as large as China's.

Figure 4. GDP per capita
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Figure 5. Working Age Population
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India's relatively young population also means that India will not be facing, at least for some time, the social
and fiscal pressures associated with population aging other countries have been confronting. However,
India's low female labor force participation rate has limited the extent to which the country could fully benefit
from its demographic advantages. Increasing women's participation in the workforce would likely boost
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economic growth and improve overall welfare.®

Structural Transformation and Manufacturing
Like many rapidly developing countries, India's workforce has gradually shifted out of the low-productivity
agricultural sector (green line in Figure 6). But this process has been slower than in other economies with
comparable levels of development and had stalled following the pandemic. Moreover, relatively few of India's
large mass of unskilled workers have been absorbed by the manufacturing sector (red line in Figure 6).°

Figure 6. Employment by Sector
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The reallocation of workers from agriculture to export-oriented manufacturing firms has been an important
driver of productivity growth in countries such as China and other Asian economies that experienced so-
called 'growth miracles.' As seen in Figure 7, towards the end of their growth miracle phase, manufacturing
accounted for a quarter to a third of GDP in China, Japan, Korea, and Taiwan—well over India's share.

Figure 7. Manufacturing GDP's Share
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By contrast, as seen by the blue portions of the bars in Figure 8, India's growth has been driven largely by
services, including its booming business providing financial, professional, and IT services to global
companies. Manufacturing (the red portions) has been a minor contribution to growth. India's limited degree
of integration in global manufacturing but rapid growth in services raise the two questions | highlighted
earlier, which the remainder of this note focuses on.

Figure 8. Contributions to GDP Growth
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Source: Central Statistics Office, via Haver Analytics.
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3. Can India become competitive in global manufacturing?

A long-standing obstacle to manufacturing exports-led growth is India's high trade barriers, which has hurt its
ability to benefit from globalization. To be sure, India undertook economic reforms in the 1990s, ending
decades of economic isolation, cutting tariffs and non-tariff trade barriers and lowering restrictions to foreign
direct investment. India's average tariff rate, which stood at 125 percent on the eve of its balance of
payments crisis in 1991, was slashed to 40 percent in the mid-1990s (Srinivasan, 2001; Singh, 2017). As
seen by the black line in Figure 9, India's average tariff rate subsequently declined to 13 percent in 2010. But
the average tariff rate subsequently moved up somewhat and remains among the highest in emerging
market economies. India's tariffs on agricultural products (the gold line) are particularly high, as India has
sought to protect agricultural workers and promote food self-sufficiency.

Figure 9. Average Tariff Rate
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India also opted out of the world's largest free trade agreement, the Regional Comprehensive Economic
Partnership, in 2019, largely to protect its agriculture and industry from competition from China (Schott,
2020). But this step further undermined its ability to gain a foothold in the global supply chain. India was not
a major beneficiary of shift in global supply chains following U.S. imposition of tariffs on China in 2017-18
based on data through 2022 (Hoang and Lewis 2024; Freund et al. 2025;).

More recently, though, as seen in Figure 10, India appears to be fast displacing China as a supplier of
smartphones to the U.S. As has been the case in countries that have seen an increased share of U.S.
imports, India's imports from China have also risen. But a deliberate policy choice by India—its moves to
reduce tariffs on smartphone components—may have also made it more attractive to produce smartphones
in India.” India has also been attempting to promote exports in other areas of electronics, semiconductors,
and other sectors with the help of fiscal subsidies (IMF 2025b).

Figure 10. U.S. Smartphone Imports
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To achieve broader success, India needs to improve the cost of doing business. India is a difficult place to do
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business, with a complex and unpredictable regulatory environment, restrictive labor laws, and

underdeveloped infrastructure. Consequently, as seen in Figure 11, net inward FDI, since its peak before the
global financial crisis, has declined and has been very low. India's struggle to attract foreign investment in
manufacturing has limited an important channel for technology transfer.® It has also made it difficult for India

to benefit from its potentially large internal market.

Figure 11. Inward FDI
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The Modi government, which has been in office since 2014, has taken some steps to address these issues.
India introduced an inflation targeting framework in 2016 that has succeeded at bringing inflation down. The
2017 General Services Tax (GST) reform greatly simplified India's tax system and reduced trade costs.’
Under the leadership of the Reserve Bank of India (the country's central bank), banks, which were saddled
with bad loans in the 2010s, were also cleaned up. India has been investing heavily in its digital public
infrastructure, which has transformed payments and improved access to the financial system. And India has
been making major investments in railways, roads, and other physical infrastructure. Moreover, some state
and local governments, particularly in India's more prosperous south, have strived to provide a more
welcoming business environment, a strategy that appears to be bearing fruit.

4. Can export-oriented services continue to fuel India's overall growth?

India's challenging business environment impinges particularly heavily on its manufacturing sector. By
contrast, India has excelled as a provider of global services. Service exports exceeded 10 percent of GDP
last year and accounted for almost half of India's total exports (Figure 12). India has been particularly
successful not only as the 'back office of the world,' but also in other areas, including semiconductor chip
design. But trade in services has not fueled India's development the way manufacturing has done for other
countries.

Figure 12. Services Share of Total Exports
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Furthermore, the rise of Generative Al could disrupt India's service outsourcing model. Since early 2025,
equity returns of India's 6 largest outsourcing firms, the blue line in Figure 13, have underperformed India's
benchmark stock market index, the red line, in part reflecting investor concerns about whether India's global
service providers will adapt.'® On the other hand, Al could also increase demand for India's huge pool of
STEM workers. India is second only to China in producing STEM graduates (Figure 14)."" And, as in China,
this pool of talent can also serve as a domestic engine of growth.

Figure 13. Equity Returns
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Figure 14. Number of M Graduates, Selected Countries
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More generally, unlike manufacturing firms, India's globally competitive service providers require high-skill
workers. It seems unlikely, therefore, that a tradable services-driven growth model can absorb India's largely
unskilled workforce in the way that manufacturing-led growth has done for other countries.

5. Conclusion

India aspires to become a high-income country by 2047. To reach that goal, India's growth would need to
step up markedly from its already-high pace. This will be a challenge. Not only are the domestic hurdles high
but the external environment has shifted, and it will be harder for other countries to follow in the footsteps of
China, especially one as large as India. Even if only partially successful, however, what is likely is that India,
given its size, will consolidate its place among the very largest economies. As China's growth did before it,
India's growth could therefore have significant implications for the rest of the world, both economic and
geopolitical.

India could become a bigger consumer of commodities. India may also take more of the export markets that
China has vacated. And, not least, India's growth could open a potentially large, new consumer market.
Geopolitically, India, as the world's largest democracy, has often been seen as a counterweight to China. But
India's government has also emphasized that it prefers to preserve policy independence ('strategic
autonomy'). India's rise therefore could lead to an increasingly multipolar world, creating both opportunities
and instability as the country balances strategic autonomy with global engagement.
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